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CANADA 


“WHEREAS it is desirable to establish a 
central bank in Canada to regulate credit and cur- 
rency in the best interests of the economic life of the 
nation, to control and protect the external value of 
the national monetary unit and to mitigate by its 
influence fluctuations in the general level of produc- 
tion, trade, prices and employment, so far as may 
be possible within the scope of monetary action, and 
generally to promote the economic and financial 
welfare of the Dominion: Therefore, His Majesty, 
by and with the advice and consent of the Senate 
and House of Commons of Canada, enacts as 


follows: ...” 


—Preamble of the Bank of Canada Act 


Pad yt 5 Tie tad by 


ee 


fie (ile: tM: Ot wPiazjer! 3 io Biiect Tevivn 

ies ie Liv ee var aes GH! a) Tear Ln a) 

He dike! qqPlinsdd ORUE pA Pig; Tan faseoine ol iinet 

4 . mii id haw Gea Gee Dene ae, al 


Unio MEL bowel (pein Gnd Aden del) opel 


oe tie EBT Ts |e aye’ " ew id Al yi Tat, end 
‘ {Sih (ad ee mes. Uae iN itamed al 
eva hew 4 i lien aed ie A eS ermine 


ype Ae en ATA Hebi st wil fu erie 
ie La Te teen te ere lh ee ae, 


~ ; 4 iti 
Zn ey ria Hy an Sie Vy 105 gigh wy a Le riparell er | 


Mite WAAR May Kh ayy: Reina 


’ 


| i | aie i hb is | 
ig ry eye iM a 



















BANK OF CANADA 


Ottawa, February 11th, 1949 


THE Hon. D. C. ABBOTT, K.Cc., 
Minister of Finance, 
Ottawa. 


Dear Sir, 


In accordance with the provisions of the Bank of Canada Act 
Amendment Act, I am enclosing herewith in duplicate a state- 
ment of the Bank’s accounts for the fiscal year 1948, signed by the 
Governor and the Chief Accountant, and certified by the Auditors, 
in the form prescribed by the by-laws of the Bank. The major 
changes which took place in our accounts during the course of the 
year are referred to on page 26 of this Report. Before dealing 
with the effect of these changes on the cash reserves of the char- 
tered banks I shall give a general review of monetary conditions 
since the end of 1946 when war and demobilization expenditures 


ceased to be a dominant influence causing monetary expansion. 


MONETARY CONDITIONS @ Qne of the most important factors 
in the monetary situation has been the over-all financial opera- 
tions of the Government. In both 1947 and 1948 there was a 
substantial surplus on budgetary accounts. Taken by itself this 
involved a large net transfer of funds from the public to the 
Government. However, as shown in the following table, there were 
also large non-budgetary transactions, which at times resulted in a 
transfer of funds from the Government back to the public. 
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LLL. 
GOVERNMENT OF CANADA RECEIPTS AND PAYMENTS 
(Calendar Years in Millions of Dollars) 
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Government of Canada Receipts and Payments 
(Calendar Years, in Millions of Dollars) 


1946 1947 1948 
Budgetary Items 





Ordinary Revenue : ‘ , . 2,466 2,620 2,585 
Special Revenue ; , : : 743 386 183 
Budgetary Expenditure . A ; . 3,451 2,255 2,128 

Budgetary Surplus : ; : é 242 751 640 


Non-Budgetary Items 


Post-War Loans to Foreign Governments (net) 750 564 132 
Loans to Foreign Exchange Control Board * A 90 740 370 
Other Items (net) , 4 : ‘ 152 36 67 


Over-All Surplus Available 
for Domestic Debt Retirement (net) , ‘ 930 963 


Ie | 
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In 1947, as a result of the reduction in exchange reserves which 
took place in that year, and consequent loan repayments by the 
Foreign Exchange Control Board to the Government, non-budg- 
etary transactions produced a surplus in addition to the budgetary 
surplus. A large part of the over-all surplus was used to redeem 
Government securities held by banks and this produced a corre- 
sponding reduction in total bank deposits in Canada. 


During 1948, on the other hand, the Government’s budgetary 
surplus was largely absorbed in meeting non-budgetary cash 
requirements. The main factor in the change from 1947 to 1948 
was the development of a substantial export balance in Canada’s 
current international transactions, through restriction of imports 
as well as increased dollar value of exports. The large export 
balance was necessary in order to rebuild Canada’s exchange 
reserves, and the Government had to advance to the Foreign 
Exchange Control Board the Canadian dollars needed to finance 
the increase in reserves. This meant that in 1948 the Govern- 
ment’s over-all cash surplus available for net debt retirement was 
small as compared with 1947, 


* After adjustment for increase or decrease in Govt. debt payable in 
U.S. dollars amounting to 115, 30 and 150 in 1946 to 1948 respectively. 
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CHARTERED BANK LOANS AND INVESTMENTS 
(As of December 31st in Millions of Dollars) 


ga Government of Canada securities 
@@ Loans and non-Government investments 


Another factor affecting the monetary situation has been the 
rate at which chartered banks have increased their loans and 
non-Government investments. This rate of increase slowed down 
in 1948. During 1947 chartered bank loans and investments, 
excluding Government of Canada securities, had risen by $777 
millions. In 1948 the increase was $257 millions, of which $145 
millions was in loans and the remainder in non-Government in- 
vestments. The increase in loans during 1948 was distributed 
widely over the various categories of loans, and included about 
$35 millions to finance larger grain stocks. 


A fairly substantial increase in bank loans was to be expected 
in the circumstances of 1947 and 1948. There was an increase in the 
physical volume of business in these two years and a strong upward 
influence from other countries on our price level; both these factors 
involved an increase in the current financing requirements of 
business, which at the same time was making large expenditures 
for capital replacement and expansion. I believe that the banks 
have been fully aware of the need to avoid over-financing of their 
customers, although if there should be a reduction in the present 
volume of sales there will undoubtedly be many cases where 
businessmen and their bankers will be faced with the problem 
of excessive inventory and receivables. 


Before 1945, chartered banks seldom financed business capital 
expenditures through medium or long term loans. In the post-war 
period, however, the chartered banks extended a substantial 
amount of capital assistance to business through the purchase of 
corporate securities, particularly in 1947. Early in 1948 it be- 
came apparent that business intended to make even larger capital 
expenditures and that this might mean increased pressure on 
available labour and materials. Accordingly, the Bank in Febru- 
ary 1948 suggested to the chartered banks that conditions 
prevailing at that time made it undesirable for capital expend- 
itures to be financed through expansion of bank credit. We 
suggested that it would be preferable for borrowers to obtain such 
funds by the sale of securities to the public, except in the case of 
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GENERAL PUBLIC HOLDINGS OF CERTAIN LIQUID ASSETS 
(As of December 31st in Millions of Dollars) 


gm Government of Canada securities 
4 Inactive savings deposits 
gm Currency and active deposits (= Money Supply) 


those borrowers, mainly small concerns, for whom a public issue 
would not be an appropriate means of financing. In 1948, the 
increase in banks’ holdings of corporate securities, excluding 
railway equipment trust certificates, was $17 millions as compared 
with $141 millions in 1947. 

The remaining factor affecting the monetary situation has 
been the extent to which the general public have altered the distri- 
bution of their liquid assets. The most important liquid assets 
are Government securities, inactive savings deposits, and the 
active categories of bank deposits and currency which make up 
Money Supply. Changes in the aggregate of these three items 
are mathematically determined by the Government’s over-all 
cash surplus or deficit,* and by changes in chartered banks’ loans 
and non-Government investments. Changes in the aggregate and 
shifts in the distribution of the general public’s holdings of the 
three categories of liquid assets referred to above are shown in the 
following table, which is based on figures given in Appendices A 
and B. 


Increase or Decrease in General Public* Holdings of 
Certain Liquid Assets 


(Calendar Years, in Millions of Dollars) 


Money Supply : ; : P : : 52 391 
Inactive Savings Deposits . ; ey eae 265 
Govt. of Canada Direct and Gtd. Secncines® < Geate S41 

Total F : 2 ; : : . 143 115 


* Including the net revenue of Government investment accounts such 
as the Unemployment Insurance Fund. 


* “General public” is here defined as all investors except banks and 
Government of Canada accounts. It includes life insurance companies 
and all other corporate as well as individual holders. 


® Consists of refundable taxes, which changed by 28 in 1947 and 85 in 
1948, and bonds as per Appendix B. 
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During the war years the general public increased their 
holdings of Government bonds from $3.3 billions to $10.7 billions, 
and it was to be expected that they would sell some of these securi- 
ties after the war in order to make deferred expenditures of various 
kinds and other investments. Largely as a result of the decline 
in general public holdings, Government securities held by banks 
increased by $443 millions in 1948. The increase was $311 millions 
in the case of the chartered banks and $132 millions in the case 
of the Bank of Canada. 

Including changes in Government deposits at the chartered 
banks and “float”, total Canadian deposits with the chartered 
banks increased by $626 millions in 1948. Since there was an in- 
crease of only $18 millions in chartered banks’ cash reserves, as 
the result of the various changes in the Bank of Canada’s accounts 
during the year, the banks’ cash ratio declined from 11.1 per cent 
at December 31st, 1947 to 10.4 per cent at December 31st, 1948. 
On a daily average basis the cash ratio was 10.9 per cent during 
1948, as compared with 10.8 per cent in 1947. 


Effect on Chartered Banks’ Cash Reserves of 


Changes in Bank of Canada Accounts 
(Millions of Dollars) 


Changes Changes 
Producing Producing 
a Decrease an Increase 
Changes during Calendar Year 1948 in Cash in Cash 
Reserves Reserves 
Increase in Holdings of Govt. of Canada and Prov. 
Govt. Securities : : : ‘ ie 133.2 
Increase in Notes Held by the Public : : 70.9 
Increase in Govt. of Canada Deposits 5 : 29.6 
Increase in Other Deposits ‘ : , 13.5 
Decrease in Other Assets, less Other Liabilities . TZ =F 
115.2 133.2 
Deduct 115.2 
Increase in Chartered Banks’ Cash Reserves ‘ ; 18.0 
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SECURITY MARKETS e Government of Canada bond prices 
declined in January and February 1948, and the yield obtainable 
on the longest term Victory Loan bonds (maturing in 1966) in- 
creased from 2.60 per cent at the beginning of January to 2.98 
per cent at the end of February. In a public statement made on 


February 27th we said: 


“This has occurred during a period of very large capital 
investment and a correspondingly large demand for money ... 
The degree of change in interest rates does not appear inap- 
propriate in the circumstances...The Bank is not in favour of a 
drastic increase in interest rates which would be likely to create 
a situation that might hamper, and might even prevent, 


essential forms of capital investment which Canada needs...” 


2.0% 


2.2% 


2.4% 


1 2.6% 


2.8% 
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LONG TERM GOVERNMENT BOND YIELDS 
(Month-end Figures) 


mumm Canada: 3% issue due September Ist, 1961-66 
gum United States: 214% issue due December 15th, 1963-68 
mmm United Kingdom: 3% issue due April 15th, 1959-69 
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Towards the end of the year prices of the longer term issues 
strengthened slightly and on December 31st the 3 per cent Victory 
Loan maturity of 1966 was selling on a yield basis of 2.93 per cent. 


The Government bond market in the United Kingdom was 
quite strong throughout the year. The longest-dated issue, which 
sold to yield approximately 3 per cent at the beginning of 1948, 
ended the year on a yield basis of about 2.85 per cent. In the 
United States, some increases took place in the yields on short 
term Government securities, but on the long term issues price 


fluctuations were of a minor character. 


The yields on Canadian provincial, municipal and corporation 
bonds also increased during 1948, but there was some reversal of 
the widening in spread which had occurred in 1947 between higher 


grade issues in these categories and Government of Canada bonds. 


The second series of Canada Savings Bonds remained on sale 
until the end of August 1948. Sales during 1948 totalled $20 mil- 
lions, making total sales for this issue $288 millions. The third 
series was offered in October, and by the end of December more 
than 800,000 individuals had subscribed for a total of $240 mil- 
lions. At the end of the year the total outstanding of the three 


series of Canada Savings Bonds was $777 millions. 


The continued success of the Payroll Savings Plan has been 
of particular interest. The total of $118 millions subscribed to the 
third series by this method of purchase established a new post-war 
record. I wish to record our appreciation of the good work done 
by the members of the investment industry who constitute the 
field service organization for the Payroll Savings Plan. It should 
also be noted that the results which were obtained would not have 
been possible without the co-operation of a great number of com- 
panies who made the facilities of the Payroll Savings Plan available 
to their employees. Individually and collectively, Canadians 
have in this way been making a practical application of thrift and 
forethought. 
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A table of net new issues of Canadian securities, less retire- 
ments, is given in Appendix C. As the table shows, net new issues 
of corporation bonds and stocks were $240 millions in 1948, as 
compared with $231 millions in 1947. However, the amount of new 
money raised by corporations is no guide to the magnitude of 
private capital replacement and expansion which took place. Only 
about one-fifth of the large private business capital expendi- 
tures of 1948 were financed by new security issues. It would ap- 
pear that in general the greater part of such expenditures was 
financed out of current depreciation allowances and _ retained 
current earnings. 

Before turning to economic conditions in Canada I shall refer 


briefly to developments in the United States and Western Europe. 


UNITED STATES @ The American economy continued to operate 
at a very high level of activity in 1948. Total physical output 
increased between 3 and 4 per cent over 1947, and a better balance 
between demand and supply was established. The sharp rise in 
the general level of prices and costs which has been under way 
since mid-1946 flattened out in 1948, and mixed price trends were 
in evidence. 

Large crops in the United States and elsewhere brought sub- 
stantially lower prices for grains and many other farm products. 
On the other hand, expansion of the United States defence pro- 
gram, following a changed appraisal of the international situation, 
led to a further tightening in the market for metals. The general 
wholesale price index declined by more than 4 per cent from its 
high in August to the end of the year, and at that point was 
fractionally below the level of twelve months before. In the latter 
part of the year average hourly and weekly earnings began to 


level off, and the consumers’ price index declined slightly. 
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UNITED STATES PRICE INDEXES 
(August 1939 = 100) 


im General wholesale price index 
ma ~Consumers’ price index 


United States Price and Earnings Indexes* 
(Dec. 1947 = 100) 
Dec. Dec. Aug. Dec. 


1945 1947 1948 1948 
Wholesale Price Index 


All Items : : : } 66 100 104 99 

Farm Products ; : : 67 100 97 90 

Other than Farm Products and Foods . 69 100 105 105 
Consumers’ Price Index 

All Items : ; , : 78 100 104 103 

Foods ; P : , 68 100 105 99 
Average Earnings © 

Hourly : : : - 78 100 106 108 

Weekly ‘ ; : : 78 100 103 104 


In analyzing recent United States developments it is useful 
to examine the behaviour of the main categories of expenditure 
on goods and services. These are shown in the following table, 
which reflects price changes as well as changes in the volume of 
expenditure expressed in physical terms. 


United States: Estimated Expenditure on Goods and Services® 
(Annual Rates, Seasonally Adjusted, in Billions of Dollars) 


Fourth Quarter 


194619471948 

Gross Private Capital Investment ; : 30 35 40 
Exports of Goods and Services ® ; ‘ : 14 19 16 
Personal Consumption Expenditures . ° - 155 171 180 
Government Purchases of Goods and Services® . _ 27 27 _35 
Sub-Total : : : . 226 253 271 
Imports of Goods and Services. B 9 10. 
Gross National Expenditure 219 944, 261 


( =Gross National Product) 


* Official U.S. Bureau of Labor Statistics figures converted to the base 
Dec. 1947 = 100. 


@ Average earnings in manufacturing industry. 


® U.S. Department of Commerce figures, except for the fourth quarter 
of 1948 for which estimates are by the U.S. Council of Economic Ad- 
visers. Exports include items financed by U.S. government grants 
(which are correspondingly excluded from government purchases of 
goods and services) and exclude small amounts financed by private 
unilateral transfers (which are included in personal consumption 
expenditures). Detail does not necessarily eda to totals because of 
rounding. 
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In spite of the fact that the European Recovery Program 
was in operation, the rate of United States exports of goods at the 
end of 1948 was about 20 per cent lower in physical volume than 
it had been a year before. Over the same period United States 
imports of goods rose slightly in physical volume. Both these 
developments tended to ease the pressure of demand on United 
States resources. Consumers’ expenditure increased by less than 
one per cent in physical volume over the period in question, and 
after correction for price increases the rise in private capital 


investment over the year was moderate. 


In view of the rise in total output referred to at the beginning 
of this section, it is clear that the increase in government expendi- 
ture indicated in the table was a key factor in the supply-demand 
situation. Part of the increase in purchases of goods and services 
was by state and local governments. The increase in actual dis- 
bursements for defence purposes was comparatively small during 
1948; the main increase will take place in 1949 when deliveries are 
made on orders placed in 1948. However, any assessment of the 
impact of the defence program on the American economy during 
the past year must take account of the factor of anticipation, i.e. 
the extent to which business decisions in 1948 were influenced by 
the placing of orders and by the prospect of future orders. On the 
whole, it seems likely that without the expansion of the defence 
program, there might have been some general easing rather than 
just a levelling off in United States prices during 1948. It is clear, 
too, that defence developments will continue to be a major factor 
in the American economic outlook. 


WESTERN EUROPE e After the serious setbacks of 1947 
Western European recovery proceeded rapidly through most of 
1948. Partly as a result of much better weather, total crop produc- 
tion in 1948 was about 20 per cent greater than in 1947, but still 
below the pre-war level. In the third quarter of 1948 over-all 
industrial output was about 10 per cent higher than it had been 
a year before. The United Kingdom’s industrial production 
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reached 115 per cent of 1938 and most of the other countries were 
above pre-war. However, because of low production in Ger- 
many and Italy, the aggregate industrial output of Western 
Europe was slightly below that of 1938, and since population in- 
creased by 8 per cent over the decade industrial output per capita 
was well below the pre-war level. 


Industrial production in Western Germany, which had been 
only 50 per cent of pre-war as late as mid-year, increased sharply 
after the currency reform in June, and was over 75 per cent of pre- 
war by the end of 1948. However, in most of the other countries 
of Western Europe, including the United Kingdom, a marked 
slowing down in the rate of increase has been evident since the 
middle of the year. By and large these countries have now achieved 
such expansion of output as can be gained from the return of men 
and women to civilian work and from improved supplies of raw 
materials. Further increases in industrial production will depend 
largely on additions to industrial capital equipment, improved 
management, a better distribution of manpower, and greater 
individual effort. 

The increase in output which has occurred since 1947 has 
made it possible for Western Europe generally to achieve a small 
reduction in its over-all balance of payments deficit on current 
account, while continuing its fairly high rate of capital investment, 
and slightly improving its standard of living. These countries have 
also reduced their deficit with the dollar area, mainly by curtail- 
ment of imports rather than by increased exports. The increase in 
their exports to the dollar area has been less, proportionately, 
than the increase in their total exports, while there has been a 
marked diversion of their imports away from dollar to non-dollar 


sources. 

It is estimated that the United Kingdom’s dollar deficit on 
current account will have declined from $2.4 billions in 1947 to 
$1.1 billions in the year ending June 30th, 1949. For the rest of 


Western Europe (excluding the Bizone, Switzerland, Portugal and 
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Trieste for which comparable figures are not available) the esti- 
mated reduction is from $3.7 billions to $3.2 billions. Without 
the European Recovery Program which the United States put into 
operation last April, it would be impossible for Western European 
countries to finance dollar deficits of this magnitude. In the 
absence of ERP or other assistance on a large scale, they would 
have had to slash their imports to the point of disrupting their 


own production. 


Even with the help of ERP, it will require great effort for 
these countries to reduce their dollar deficit to manageable pro- 
portions by the time the Program ends in mid-1952. It seems clear 
that in order to do this without further trade restrictions and 
sacrifice of their living standards they will need to make greater 
and more effective efforts to produce, and to export to dollar 


markets, than have yet been contemplated. 


EMPLOYMENT AND PRODUCTION IN CANADA e Between 1947 
and 1948 Canada’s working force rose by about 60,000 through 
natural increase and by somewhat less through net immigration, 
representing together an increase of approximately 2 per cent on 
the year. The demand for labour was such that these additional 
workers readily obtained jobs. Unemployment remained at mini- 
mum levels in most localities through most of the year, though 
there was a somewhat sharper seasonal increase in unemployment 
towards the end of the year than had occurred in 1947. 


With crop conditions better in 1948 than in 1947, the physical 
volume of agricultural production rose by about 4 per cent. 
Industrial output was approximately 414 per cent higher in 1948 
than in 1947. The output of services, which account for about 
one-third of total employment, is difficult to estimate and prob- 
ably was not much greater than in 1947. On the whole, it is likely 
that the over-all physical volume of production of goods and 


services rose between 3 and 4 per cent over the year. 
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DEMAND AND PRICES e@ In 1948, as in the two preceding years, 
external influences added materially to the pressure of demand 
on Canadian resources, and were an important factor raising 
Canadian prices and costs. 


Although there was some shifting in the direction of our 
exports, as referred to in the next section of this Report, there 
continued to be strong demand for most of our exportable sup- 
plies. This was particularly marked in the case of metals. More- 
over, removal of Canadian export embargoes on coarse grains, 
cattle and beef exposed our agricultural supplies and prices more 
fully to the influence of the United States price level. For the 
year as a whole, the physical volume of our total exports was 
probably no greater than in 1947, but in view of the small crops 
harvested in the autumn of 1947 this maintenance of export 
volume placed a strain on domestic supplies. Our export prices, 
which are largely determined by conditions in the United States 
and overseas markets, averaged about 13 per cent higher in the 
latter part of 1948 than they had a year before. 


During 1948, the Canadian economy was also subject to the 
necessity of restricting its imports, in order to rebuild exchange 
reserves. Largely as a result of the emergency exchange conserva- 
tion measures instituted late in 1947, the physical volume of im- 
ports declined by nearly one-tenth from 1947 to 1948. Most of 
this reduction was concentrated in the field of consumers’ goods, 
and increased their relative scarcity in the domestic market. At 
the same time, the price of key imports such as coal, oil and steel 
rose sharply. Import prices, which again are largely determined 
by conditions in the United States and overseas markets, averaged 
about 14 per cent higher in the latter part of 1948 than they had 
a year before. 


Changes in imports and exports, and the other categories of 
expenditure on Canadian resources are shown in the following 
table. The estimates of changes from 1947 to 1948 in terms of 
average price factors and physical volume are very tentative. 
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Estimated Expenditure on Canadian Goods and Services* 


Billions 


of Dollars 


1947 
Exports of Goods. ; Z $ 2.8 
Investment in Inventories . ‘ 8 
Other Gross Private Cap. Investment 2.0 
Combined Federal, Prov. & Municip. 
Purchases of Goods & Services 1.5 
Personal Consumption Expenditures 9.0 
Sub-Total : . 16.1 
Imports of Goods © 5 : 2.6 
Net Int. Balance on Invisible Items deal 
Gross National Expenditure 
( = Gross National Product) $13.4 





1948 
$ 3.1 


6 
2.9 


Per Cent Change 
1947 to 1948 in: 


Average 


Physical 


Price Factor Volume 


11% 


0% 


* Based on National Accounts: Income and Expenditure; 1926-47 and 
1947-8, published by the Dominion Bureau of Statistics. Minor 
adjustments have been made in the Bureau figures in the process of 
rounding off, in order to eliminate the residuals arising from errors 


and omissions. 


® The imported goods content of the expenditure components shown 
in the first part of the table must be deducted in order to arrive at a 
figure of expenditure on Canadian resources. 
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During 1948 there was apparently a slight decline in the volume 
of consumer purchases of goods and services expressed in physical 
terms, and there was evidence of a somewhat higher aggregate 
rate of personal saving than in 1947. Combined federal, provincial 
and municipal government purchases of goods and services rose 
slightly in terms of physical volume. The only category of 
expenditure which showed a marked increase in physical terms 
from 1947 to 1948 was private capital investment. In this category 
the largest absolute increases took place in the case of utilities 
and housing; new physical investment in manufacturing industry 


was less than in 1947. 


As in other countries, wartime deferment of investment and 
high current profits have combined to produce a heavy demand 
for capital replacement and development work. The pressure 
of this demand has clearly pushed up prices and costs in the in- 
vestment sector of the economy. Its influence in raising the cost 
of living is less easy to assess. Apart from the field of durable con- 
sumers’ goods, which have a relatively small weight in the cost 
of living, there is little direct competition for materials between 
the consumption dollar and the investment dollar. The cost of 
food, which is the main factor in the cost of living, has probably 
been affected more by external influences than by the investment 
boom. The prices of most non-durable consumers’ goods are 
affected to an important degree by the cost of imported goods and 
materials. Although the heavy demand for labour in the con- 
struction and ancillary industries has been one factor contributing 
to the general increase in wage rates (and thus to the general 
increase in prices) it may be doubted that it was a major cause 
of the large rise in wage levels which has taken place since the 


end of the war. 


Changes in the principal Canadian price and earnings indexes 


over the past three years are shown in the following table. 
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DEC. JUNE DEC, JUNE DEC. JUNE 


CANADIAN PRICE INDEXES 
(August 1939 =100) 


mam General wholesale price index 
mma Cost of living index 
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Canadian Price and Earnings Indexes* 
(Dec. 1947 = 100) 


Dee. Dee. Dee. 
1945 1947 1948 


Wholesale Price Index 


All Items . ’ ; Lhe 100 111 

Food Products : é ‘ “ped ad Go 100 lll 

Raw Materials : : “ wins 100 113 

Manufactures . : : Pech 100 109 
Cost of Living Index 

All Items. : , - oe 100 109 

Foods ; ; : eS 100 113 
Average Earnings © 

Hourly : : : ; se 100 112 

Weekly : ; ' : ns pei 100 lll 


Prices continued to rise in Canada during 1948 after they had 
levelled off in the United States. Because various controls affecting 
prices were retained longer in Canada than in the United States, 
our prices were for a time considerably lower than external prices. 
As Canadian controls were removed, the difference between 
internal and external prices was bound to disappear in due course, 
and price increases in Canada during 1947 and 1948 have reflected 
this fact. 


BALANCE OF PAYMENTS AND DIRECTION OF TRADE e Ag 
mentioned in preceding sections, Canada’s surplus in her 
current international transactions increased substantially during 
1948. In terms of physical volume, exports were maintained 
while imports were reduced by about one-tenth. Because of higher 
prices, the dollar value of total merchandise exports (incl. re- 
exports) rose from $2,812 millions in 1947 to $3,110 millions in 
1948, and merchandise imports increased from $2,574 millions 
to $2,637 millions. The net result was, therefore, that the surplus 
of exports over imports increased by $235 millions from 1947 to 


* Official Dominion Bureau of Statistics figures converted to the base 
Dec. 1947 =100. 


® Covers hourly rated wage-earners in manufacturing establishments 
with 15 or more employees. 
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1948. Whereas there had been a net deficit of $103 millions on 
non-merchandise* transactions in 1947, it seems likely that there 


was a surplus on these items last year. 


There were also changes in the direction of Canadian trade. 
Chiefly as a result of the restrictions adopted in November 1947, 
imports from the United States were $169 millions lower in value 
in 1948 than in 1947. On the other hand, there was an encouraging 
increase in shipments to Canada from the United Kingdom 
and other sterling area countries, the value of our imports from 
these sources increasing by $110 millions and $36 millions respec- 
tively. Although shipments from the United Kingdom to 
Canada set a new record in value in 1948 they were little greater 
in physical volume than before the war. They also constituted a 
smaller proportion of total United Kingdom exports, and a much 
smalier proportion of total Canadian imports, than pre-war. To 
the extent that the United Kingdom and sterling area countries 
need to reduce their balance of payments deficit with Canada, 
it is desirable from every point of view that the emphasis should 


be on selling more to Canada rather than on buying less from 


Canada. 


While a smaller proportion of our imports came from the 
United States in 1948 than in 1947, a much larger proportion of 
our exports were sold in that market. The value of Canadian 
exports to the United States rose by $466 millions or by 44 per 
cent from 1947. The increase was mainly accounted for by greater 
shipments and higher prices in respect of non-ferrous metals, 
higher prices for forest products, and the removal of most em- 
bargoes on the shipment of Canadian agricultural products to 
the United States. On the other hand, our exports to overseas 
countries, particularly of manufactured goods, were curtailed by 
growing exchange and import restrictions. Changes in the direction 
of Canada’s trade are shown in the following table: 


* Including non-monetary gold, interest and dividends, and tourist 
transactions. 
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Canadian Merchandise Trade 


(Calendar Years, in Millions of Dollars) 


United States U.K. and £ Area ® Other Countries 

1947 1948 1947 1948 1947 1948 
Exports * to TS05 7 melt 523 1,046 894 709 693 
Imports from 1,975 1,806 342 488 257 343 
Balance with 918 283 704 406 452 350 


a —— 
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CAPITAL INVESTMENT IN 1928-9 AND 1947-8e In view of 
the importance of capital investment and the degree of public 
interest in this subject, it is useful to compare the recent rate of 
capital investment with that of the last peace time period of full 
employment in the late twenties. Unfortunately all the readily 
available statistics of aggregate production and expenditure are 
compiled on the basis of dollar values rather than physical volume. 
Since prices have risen considerably over the period in question, 
comparison of statistics of dollar value is likely to give a misleading 
impression of the underlying physical realities. We have therefore 
tried to eliminate the price factor, drawing upon preliminary 
research work which is being carried on in Government depart- 
ments. The resulting figures are necessarily very rough and are 
intended only to establish general orders of magnitude. 


Comparing the years 1947 and 1948 taken together with the 
years 1928 and 1929 taken together, it appears that the increase 
in the physical volume of new private capital investment excluding 
investment in inventories, was of the order of 35 to 40 per cent. 
If allowance is made for the fact that between these two periods 
Canada’s population rose by 28 per cent” it is clear that there was 
only a small increase in the rate of physical investment per capita. 

The increase in Canada’s over-all output has been on a 
much more substantial scale. Although the calculations again are 


®Excluding Union of South Africa. 
*Including re-exports. 


**The working population rose by approximately 32 per cent between 
the periods in question. 
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necessarily approximate, it seems safe to say that the physical 
volume of Canada’s total production of goods and services was 
more than two-thirds greater in 1947-8 than it had been in 1928-9. 
There can therefore be little doubt that a materially smaller pro- 
portion of the country’s physical output was devoted to expanding 
and improving capital equipment in 1947-8 than was the case in 
1928-9. 

I turn now to the major changes which took place in the 
Bank of Canada’s accounts during 1948, on which it is customary 


to comment in this Report. 


NOTES IN CIRCULATION @ The Bank of Canada note issue at 
the end of December 1948 was $1,289,080,333, up $77,729,947 
from the same date a year before. Of the total amount of our 
notes outstanding, $1,098.3 millions were held by the public and 
$190.8 millions by the chartered banks. The increase in notes held 
by the public was $70.9 millions during 1948. 


INVESTMENTS ® The Bank’s holdings of Government of Canada 
and Provincial government securities were $2,012,746,155 at 
December 31st, 1948, having increased by $133,191,993 ‘during 
the year. As shown by the table on page 10 this increase in our 
investments for the most part related to the increase in our note 
circulation held by the public, and the rise in Government and 
“other” deposits rather than to an increase in chartered bank 


cash reserves, which were up only $18.0 millions in 1948. 


PROFIT AND LOSS @ ‘The net profit from our operations in 1948, 
after providing for contingencies and reserves, was $19,332,147.20. 
Payment of a dividend of $225,000 on capital stock held by the 
Minister of Finance left $19,107,147.20 available as compared 
with $18,828,325.43 in 1947. Under Section 31(c) of the Bank 
of Canada Act, the whole of this surplus was paid to the 
Receiver General and placed to the credit of the Consolidated 


Revenue Fund. 
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BANK RATE ® Bank rate remained unchanged during 1948 at 
114 per cent. As in previous years, banks had little occasion to 
borrow from us. 


stare e The staff of the Bank, on December 3lst, 1948, 
numbered 1,382, an increase of 66 on the year. Under the Foreign 
Exchange Control Board Act, the Bank of Canada is obliged to 
provide such staff as may be required by the Board. Fifty-two of 
the sixty-six additional employees were engaged for Foreign 
Exchange Control purposes as a consequence of the continuing in- 
crease in foreign exchange transactions. 

I would like to pay tribute to the members of the staff for 
their outstanding service and able co-operation throughout the 
year. 

I am, Dear Sir, 
Yours faithfully, 
G. F. TOWERS, Governor. 
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PROFIT AND LOSS ACCOUNT 


for the year ended December 31st, 1948 


PROFIT FOR THE YEAR ENDED DECEMBER 3lsT, 
1948, after making provision for contingencies 


and reserves 


APPROPRIATED AS FOLLOWS: Dividends for the 
year ended December 31st, 1948, at the rate of 
416% per annum — 

No. 28 paid July 2nd, 1948. . . $ 112,500.00 
No. 29 payable January 3rd, 1949. 112,500.00 


BALANCE, TRANSFERRED TO THE RECEIVER 
GENERAL OF CANADA for credit to the Con- 


solidated Revenue Fund 


$ 19,332,147.20 


225,000.00 


$ 19,107,147.20 
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BANK OF CANADA e STATEMEN) 


LIABILITIES 


Capital Paid Up: Authorized and Issued — 


100,000 shares, par value $50.00 each ee 5,000,000.00 
Rest Fund . . ’ : } f 10,050,366.82 
Notes in Circulation : : : .  1,289,080,333.35 
Deposits: 

Government of Canada . $117,174,106.63 

Chartered Banks . . . 547,345,654.17 


Other oy py ero L U8 000.02 745,529,260.89 


Liabilities payable in Sterling, U.S.A., and 


Other Foreign Currencies: Deposits. : 419,633.97 
Dividend Declared: payable January 3rd, 1949 112,500.00 
All Other Liabilities : : , : 8,417,494.80 


$ 2,058,609,589.83 


AUDITORS’ REPORT e We have made an examination of the above statement 
of assets and liabilities of the Bank of Canada as at December 31st, 1948, and 
have received all the information and explanations we have required. We 
report that, in our opinion, it correctly sets forth the position of the Bank at 
December 31st, 1948, according to the bent of our information and as shown by 
the’ books of the Bank. 


J. G. GLASSCO, F.C.A., JEAN VALIQUETTE, C.A., 
of Cie Gordon & Co. of Anderson & Valiquette. 


Ottawa, Canada, January 28th, 1949, 
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IF ASSETS AND LIABILITIES 


AS AT DECEMBER 31st 1948 


ASSETS 


Foreign Exchange: Sterling and U.S.A. dollars 


—atmarket value. . . . $ 419,633.97 

Other currencies— at 
market value . . .. . 53,207.49 $ 472,841.46 
Subsidiary Coin . : : : : 107,282.82 


Investments: Government of Canada and 

Provincial Government short-term securities 

— at values not exceeding market 

; $1,233,675,518.90 
Other Government of 

Canada and Provincial Gov- 

ernment securities—at values 


not exceeding market. . . 779,070,636.08  2,012,746,154.98 


Industrial Development Bank: Total share 


capital, at cost. ; : : , 25,000,000.00 
Bank Premises: Land, Buildings and Equip- 

ment—at cost, less amounts written off ; 2,532,498.18 
All Other Assets . : , : : 17,750,812.39 


$ 2,058,609,589.83 


G. F. Towers, Governor H.R. Extence, Chief Accountant 
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APPENDIX A ® Money Supply and 





MONEY SUPPLY 1938 1939 1940 

Currency Outside Banks 
Notes @) : ' : F ; ‘ 207 247 341 
Coin @) : , : ; : 31 34 38 
Total Currency : : A 238 379 


Bank Deposits 
Chartered Banks 
Demand @) . 





Active Notice@® . : : ' 203 
Other (excl. Government of Canada) @). 112 
Total ; A : ; 1,207 1,346 
Deduct Float ° : 5 136 172 
Net Total 1,071 1,174 


Bank of Canada “Other” Deposits @ 
Total Bank Deposits 
Money Supply 


— 

~~ 
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RELATED BANK OF CANADA AND CHARTERED BANK ASSETS 





Government of Canada Securities, Gold and Exchange 








Bank of Canada Gold and Exchange : : 214 290 38 
Banking Securities : ; : ; : 196 425 743 
Other Government of Canada Securities ‘ ; 753 tis 737 
Total Govt. of Canada Securities, Gold and Exchange . 1,163 1,467 1,518 
Deduct Government of Canada Deposits @) . ; 79 145 32 
Net Total : . : . 1,084 1,322 1,486 

All other Loans and Investments (12) ’ ; , : 1,628 1,767 1,720 
Deduct Inactive Notice Deposits @ . : ; - 1,472 1,544 1,438 
Total Related Bank Assets : ; é : : 1,240 1,545 1,768 





@) Note circulation of Bank of Canada and chartered banks, excluding notes held 
by chartered banks. 


@) Subsidiary coin issued by the Mint less coin held by Bank of Canada and 
chartered banks in Canada. 


(3) Chartered banks’ public demand deposits in Canada. 

@ Chartered banks’ public notice deposits in Canada other than estimated aggregate 
of minimum quarterly balances in personal savings accounts and non-personal notice 
deposits. 


(©) Chartered banks’ Canadian dollar deposits of provincial governments, and of 
Canadian, United Kingdom, and foreign banks. 


(6) Cheques on other banks as shown in chartered bank month-end returns to the 
Minister of Finance. 


@ Other Deposits with the Bank of Canada as shown in published month-end 


statements—i.e. excluding Government of Canada, chartered bank and foreign 
deposits. 
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elated Bank Assets e (As at December 31st in Millions of Dollars) 

















1941 1942 1943 1944 1945 1946 1947 1948 
450 633 794 930 992 1,031 1,046 1,115 
42 49 Sy) 60 63 65 66 70 
492 682 849 990 1,055 1,096 1,112 1,185 
1,268 1,499 1,697 1,862 2,063 2,291 2,296 2,044 
236 238 294 363 474, 614 597 649 
97 121 134 153 172 229 233 276 
1,601 1,858 2,125 2,378 2,709 3,134 3,126 3,469 

198 210 266 243 280 328 362 
1,403 1,648 1,859 2,135 2,429 2,806 2,764 3,069 
6 19 18 28 30 94 68 81 















































201 ar 1 we Ae ah big aye 
973 1,614 2,093 2,321 1,696 1,476 811 1,138 
798 1,180 1,671 2,277 3,652 3,745 3,718 3,834 
1,972 2,794 3,765 4,598 5,348 3,221 4,529 4,972 
148 366 597 720 1,002 366 272 320 


878 4,346 4,855 4,257 4,652 


3 
1,719 1,570 1,459 1,593 1,827 2,297 3,084 3,341 
2,060 2,391 2,856 3,143 3,408 


2,110 2,962 2,973 3,411 3,782 4,296 4,198 4.585 

















Bank of Canada gold and foreign exchange holdings less the amount of its foreign 
currency deposit liabilities. 


Bank of Canada and chartered bank holdings of Government of Canada Treasury 
Bills, Deposit Certificates, Treasury Notes and other short term issues sold direct 
to Bank of Canada and chartered banks. 


Bank of Canada and chartered bank holdings of Government of Canada direct 
and guaranteed securities other than those shown as banking issues, including 
chartered banks’ temporary advances to the public in connection with the purchase 
of Victory Loan bonds at time of issue. 


@?) Canadian dollar deposits of the Government of Canada at chartered banks and 
Bank of Canada. 


@2) All loans in Canada of the chartered banks other than temporary advances in 
connection with Victory Loan issues, plus chartered banks’ holdings of provincial, 
municipal and “other” securities, and Bank of Canada holdings of Industrial 
Development Bank capital stock. 


@3) Estimated aggregate of minimum quarterly balances in chartered banks’ personal 
savings deposits in Canada plus non-personal notice deposits in Canada. 
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APPENDIX B e Ownership of Government of Canada Direc 





FUNDED DEBT 1938 1939 1940 
Banking Securities@ ; . : : 270 470 785 
Bonds 

Payable in Canadian Dollars only ‘. Oke 2,585 3,038 
Payable in U.S. Dollars only . ; : 473 493 493 
Payable in Sterling only : : é 695 617 409 
All other . : : ; . . 446 446 446 

Total Bonds. . : ; , ° 4,131 4,141 4,386 


Refundable Taxes 
Total Funded Debt. 5 : ‘ 4,401 4,611 5,171 


OWNERSHIP OF BONDS 





Holdings of All Government of Canada Accounts() 96 109 86 

Holdings of Bank of Canada and Chartered Banks 753 752 737 

Holdings of General Public . : . , 3,282 3,280 3,563 

Life Insurance Companies . 522 948 626 

Consisting of { All other 2,760 2,732 2,937 
Deduct Victory Loan ye 2 

Total Holdings of Bonds r A , 4,131 4,141 4,386 


GENERAL PUBLIC HOLDINGS OF 
CERTAIN LIQUID ASSETS 





Money Supply as per Appendix A . : : 1,088 1,370 1,563 
Inactive Savings Deposits) : ; 1,472 1,544 1,438 
Govt. of Canada Direct and Guaranteed Re thes 3,282 3,280 3,563 

Total . : : : A ; 5,842 6,194 6,564 





@ Treasury Bills, Deposit Certificates, Treasury Notes and other short term issues 
sold direct to Bank of Canada and chartered banks. 


@) Includes any bonds held by Unemployment Insurance Commission, Foreign 
Exchange Control Board, Custodian of Enemy Property, Export Credits Insurance 
Corporation, Securities Investment Account, Industrial Development Bank, 
Canadian Sugar Stabilization Corporation, National Harbours Board, Canadian 
National Railways, Canadian Wheat Board, Central Mortgage and Housing 
Corporation and Canadian Broadcasting Corporation. 
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nd Guaranteed Funded Debt e (As at December 31st in Millions of Dollars) 






























































1941 1942 1943 1944 1945 1946 1947 1948 
1,075 1,708 2,243 2,491 1,796 1,546 1,200 1,300 
3,774 5,610 8,229 10,925 14,476 14,676 14,446 14,031 
483 483 357 357 317 178 148 298 
197 30 29 27 26 26 26 23 
446 424 424 367 367 366 366 366 
4,900 6,547 9,039 11,676 15,186 15,246 14,986 14,718 
a 70 225 444 514 942 457 
5,975 8,255 11,352 14,392 17,426 17,306 16,728 16,475 
132 201 479 715 800 903 1,076 1,148 
798 1,180 1,671 2,207 3,652 3,745 3,718 3,834 
3,970 5,166 6,889 8,684 10,734 10,598 10,192 9,736 
753 994 1,335 1,655 1,995 2,183 2,198 2,165@) 
3,217 4,338 5,815 7,300 9,150 8,415 7,994 7,071 
a 166 261 271 411 
4,900 6,547 9,039 11,676 15,186 15,246 14,986 14,718 
1,901 2,349 2,726 3,153 3,914 3,996 3,944 4,335 
1,433 1,436 1,654 2,060 2,391 2,856 3,143 3,408 
3,970 5,166 6,959 8,909 11,178 11,112 10,734 10,193 
7,304 8,951 11,339 14,122 17,083 17,964 17,821 17,936 





@ Includes $150 million new issue payable in United States dollars sold to life 
insurance companies in August 1948, 


@ Chartered banks’ temporary advances to the public in connection with the 
purchase of Victory Loan 


onds at time of issue. 


@® Estimated aggregate of minimum quarterly balances in chartered banks’ personal 
savings deposits in Canada, plus non-personal notice deposits in Canada. 


© Consists of general public holdings of bonds, as per above, and refundable taxes 


as per above. 
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Payable 
in Canada 
Only 


Payable 
Abroad, 
Only or 
Optionally 


Total 


APPENDIX C 


Estimated Net New Issues or Retirements 
(Par Values in Millions of Canadian Dollars) 


Govt. of Canada 


Bonds Banking Provincial Municipal Private Corporation 
YEAR incl. CNR Issues Bonds Bonds Bonds Stocks TOTAL 
® ® ® 
1936.25... peli Oe a er eee CO waeetS «8h: 182: fed: .. 2461 
LOS tai. ZO als, eaeeke cap ie Sota, * Rae los eee ee eOD 
1938.... OLER ER id ishvee OO De, SL eer ol eer LO 
1939.... es OO) eee es OL) Wer ee Me. 3 96 fed 3.88 F411 
1940 07 hhh OL Ole cs (See ec’, : 0 Pee, De yGen Bho) oe ee OOS 
TO4 TAY e130 ieee 290 FER. ih era seid ore fs iy lo a 955 
1942 2 Go0 ee eOoo) ius fae Sy ee Ll |. sae ....2052,409 
194357" 82,010 er sooo). i PA ewes I Sea eee) Siete, 3,152 
OA A ee Onl Ler eG: -& elt NS 2 y Ge 1G a oe cee 3,021 
1945 ee 3,100) a OOO. ot. a aE: REL: eee 04 ean sae LOD 
19460) te 212 eo | aioe Le: 133° cape De ee 
LOSER A la ee aD eee 130ab..:. 99b..... Pal (: Nan fond 0 Pern oe 68 
194g eck ees LOO s a 2205 ee EOD rs 202). er ao tees 192 
1936.... eae Se Seb gM mA! 5 ed) Ose Sem fh dad oe eee 221 
193 7aen ] t: Seer vane eee Ai. SRG oor sy eer 141 
1938.... Se eee nna 1 Pd a OR Dy eke 9 95 
19395 i BO NSF) 0 SS PAS Maes eee ae 129 3h oe 211 
1940 eer IAS dips) o> 25 15° 24-6 <a: 35 . [omen ae 210 
LO Oe ic sk, ae :f wieere:,| | Eee OL ieee 256 
L9O42RE TIN aS ate: Fe 4] “i here4 265% 64... Se i 411 
1943 ten e 148 ane.& 2) hehe 25 SG RLS Use: 36: . Sete «oe 222 
1944.... CBs tee eae ry Mere ty tl peers Oy ee hae 125 
1945.... EG he Sea 1S. See 9 Bee ee 5 eee se ee 123 
1946045) “ADE 250) “2 ee 30 cate ee Laie 134.220 8. 2a 
1947.... Ah Pee oe 69. munch a6 153) cw dB)... ore838 
L94Ge os ey 14D nie cek 52's BO, B 38 eat 241) 203.46 1 See 93 
LOSOS ice gl ols ee oracle bh Mies ee ae 41... 44.... 240 
OST 2. i Wee ae ve ve Wesker SOs ra teg en eee te tI AR ais Pa cee 64 
19385 0. Ti) BAA wh be bh AO EO eed heek ute tM eens porte 91 
1939.43. oe ee COO EM ay BO Pci cae. alos i, 33... 14.... 200 
1940 ee OOO wi Oo Lo ne au, OO ge I rea Af Perens. year a 
1627 es FER oe ap 4! | eee \ {senna Fy Pes eee St ear eee EEL OUS 
19426 ae LOO Pee 000 Va Of «ae Gl or, 1a 2 oleae iu. ek, 998 
1943 We Ake, Dob ae oO Le 1D) gues (ae a OF SAE Sc ok 2,930 
LOAB Ee Bel Os neal es 66 Oe ea eee BO. ahs leh eso 
1046 ol (2a Pee ees ee 28 Ue ORES PRR 2. BR 25. .... 2,982 
L946 cereee, LE a are 18. See a vere he ce lee 89 
194 7abR 54 24S PAV B46 et Goab Lgt.e ebb ees 2) A110... , "263 
1948 oe Ue ee TOON Lae 1 E35, Peeper is Seren ee UL yraek oy ee: perry ye Ait 


® Includes refundable taxes of 70, 155, 219, 70, 27 and 85 in the years 
1943 to 1948 respectively. 

® Treasury Bills, Deposit Certificates, Treasury Notes and other short- 
term issues sold directly to banks. 

® At selling and retirement values rather than par. 

a Before giving effect to the issue of Quebec Hydro bonds and the retirement 
of Montreal Light, Heat & Power stock, each in the amount of $112 
millions. 

b Before giving effect to the issue of $63 millions of provincially guaranteed 
Quebec Municipal Commission bonds and the transfer to the Commission 
of the debt of certain school corporations. 


© 36 o 


DIRECTORS @ OFFICERS @ AGENCIES > 


® 37 @ 


BOARD OF DIRECTORS 
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G. G. Coots, Nanton, Alta. N. A. Hester, Sackville, N.B. 
J. L. Hotman, Summerside, P.E.I. 

A. STEWART McNicuots, Montreal, Que. 
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